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Preface
The Committee on Auditing for Federal Agencies was organ
ized in 1969 to consult with the Office of Management and Budget
and other federal agencies with respect to the consolidation and
standardization of auditing and reporting on grantees receiving
federal funds and to coordinate the activities of various AICPA
committees involved with federal assistance programs.
This report represents the results of a study by members of
the committee on the subject of auditing and reporting for fed
eral grants. Although the thrust of this report is principally
toward fiscal and compliance auditing, the committee presently
contemplates the issuance of additional reports which will deal
with other aspects of auditing federal grants including the evolv
ing subject of performance auditing.
The purpose of this report is to assist both members of the
profession and federal agencies in their respective efforts to
standardize the auditing of federal assistance programs in an
economical manner through meaningful financial and compliance
reports.
Committee on Auditing for Federal Agencies

V

Suggested Guidelines for the
Structure and Content of
Audit Guides Prepared by
Federal Agencies For Use by CPAs
Introduction
Federal agencies have utilized the services of certified public
accountants for many years in providing for the audit of many
types of programs and activities. However, the reliance upon
CPAs has been greater in recent years as social action programs
have necessitated an increase in the number of organizations
involved in carrying out such programs, and the magnitude of
the resources provided for federal programs has multiplied many
fold. Moreover, the emphasis of the audit effort has been influ
enced by the program objectives, as well as the organizations
involved. In the development of audit guides for use by CPAs,
federal agencies have typically sought and received the assistance
of AICPA committees.
Currently the federal government is undertaking a broad effort
to improve the structure and administration of grant programs.
One facet of this effort is to develop a common body of audit
standards to guide federal executive agencies and state and local
governments or independent accountants in the audit of federal
assistance programs.

Objectives
The objective of the suggested guidelines set forth herein is
to capitalize on the many cooperative efforts between federal
agencies and AICPA in the past and to assist in the current effort to
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improve the administration of grant programs. More specifically,
it is designed to:
1.

Achieve greater standardization in the structure and content
of audit guides.

2.

Establish broad guidelines relating to financial audits.

3.

Discuss the extension of auditing procedures to meet report
ing requirements for systems surveys and compliance matters.

It is not the purpose of this document to definitively cover
additional procedures designed to achieve appraisal or evaluation
results which may embrace disciplines beyond those typically
associated with auditing. However, in recognition of (1) the
emerging need to gather information concerning the operational
and public-policy effectiveness of programs designed to achieve
broad socio-economic objectives and (2) the possible contribu
tions which CPAs may be asked to make towards the fulfillment
of such need, there is included herein a discussion of this possible
area of service as appears appropriate in the light of current devel
opments.

Scope of Auditor's Services
Although the purposes of federal assistance programs, as well
as the means for carrying them out, are highly diverse, the services
provided by CPAs can be categorized as follows:
1.

Financial audits.

2.

Systems surveys (accounting systems and systems of internal
control)—usually prior to or early in the period of grant or
contract performance but separate from financial audit.

3.

Compliance reporting (financial and program)—usually in
cident to financial audit, with or without an extension of audit
procedures.

4. Other services—in some instances where federal agencies may
decide to request other services from CPAs beyond those
described above. Such other services may fall within the
variety of descriptive terms currently found in the literature,
2

such as operational auditing, management auditing, and per
formance evaluation, but for which no generally accepted
definitions currently exist. Consequently, common definitions
of scope for such emerging areas of service have not yet
evolved, nor are standards available for either their perform
ance or evaluation.
Accordingly, it is appropriate to emphasize the need to
effectively define in an audit guide the scope of the “other
services” requested and the procedures contemplated.
Further, in an effort to be responsive to current develop
ments and to encourage the exchange of viewpoints between
federal agencies and CPAs, an explanatory discussion of op
erational auditing, management auditing, and performance
evaluation is included as Appendix A in this report. The cur
rent effort under way to develop standards for the audit of
federally assisted programs by the Audit Standards Work
Group (referred to in the introduction of this paper) will
significantly contribute to continuing progress.
In specific circumstances, sometimes related to new grant or
contract programs, an agency may request special services of the
CPA in his capacity as a management consultant. Generally, how
ever, the CPA should not be called upon to provide subjective
evaluations of the technical aspects of program effectiveness and
similar matters as part of the normal financial audit. It is not the
purpose of this document to suggest guidelines for management
consulting services or for subjective evaluations.

Arrangement and Discussion of Subject Matter
Because of the diversity of federal assistance programs and
the participating organizations, a single audit guide is neither
practical nor appropriate. Nevertheless, it seems reasonable to
strive for a degree of consistency and standardization in the de
velopment of audit guides.
Accordingly, it is suggested that audit guides prepared by
federal agencies for the use of CPAs be developed within the
general structure shown on the following page.
3
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In accordance with the general structure outlined above, the
following suggestions are offered with respect to Items 2, 4, 5,
6, and 7.
Program background. The discussion of the background of
each program covered by an audit guide will necessarily be
unique but should be in sufficient detail to provide the auditor
with an understanding of the objectives and operational char
acteristics. In the interest of brevity and to avoid repetition, it
would be appropriate to cite and rely upon instructions, manuals,
and program documents available to grantees or contractors.

A statement of the objectives to be achieved
by the audit should be included. Matters of primary interest to
the agency should be identified, such as internal control, govern
ment assets in custody of a grantee or contractor, compliance with
statutory or administrative requirements, financial reporting, and
so forth. Such a statement will assist the auditor in the under
standing and application of specific audit steps covered in the
more detailed portions of the guide.
Audit objectives.

Audit program. Assuming that audits conducted by CPAs gen
erally fall into one of the categories enumerated previously
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(see page 2), audit guides should define the appropriate cate
gory(ies), provide specific guidelines, and define for both the
agency and the auditor the technical matters to be covered by the
auditor. It would also be appropriate to make reference to specific
requirements arising from statutes, instructions, manuals, and so
forth.
With respect to the categories with which CPAs typically will
be concerned, the following comments should be considered in
the preparation of any guide.
Financial audits. In general, the auditor would be presumed
to conduct the examination pursuant to generally accepted audit
ing standards promulgated by the AICPA, comprising general
standards, field work standards, and reporting standards. It
should be noted that field work standards encompass a review
and evaluation of internal controls to aid the auditor in designing
a program which will enable him to express an opinion on the
financial statements as a whole. Such standards are not intended
to encompass a review that would enable the auditor to report
separately on internal controls pertaining to a specific grant or
contract without an extension of the procedures.

Systems surveys. Instructions for systems surveys would be
intended to provide guidance when a survey is to extend beyond
evaluations conducted as part of a financial audit or is to be under
taken as an engagement separate from a financial audit.

Compliance reporting. The extent to which the CPA making
the audit is expected to report on compliance matters has not
been consistent and, accordingly, should be an area of special
attention in the preparation of audit guides.
Presently, the profession is guided by the following long
standing position of the AICPA’s committee on relations with
the federal government:
The committee noted that its components’ activity has revealed
a rapidly growing buildup in compliance work, often as an adjunct
to audits. The outside auditor’s ready access to such information,
as opposed to geographical limitation on federal personnel, often
allows the independent auditor, in doing such work, to perform
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a significant public service. Noting that compliance requirements
are often motivated by statute, the committee points out that
criteria applied to compliance work may differ very fundamentally
from those involved in auditing. With this in mind, the committee
reaffirmed its position that compliance work should be encour
aged, as long as the accountant’s area of responsibility is clearly
defined, and where the accountant’s skills equip him for the task.
The senior committee suggested that this area receive increasingly
extensive coverage in American Institute publications.

Standards must be developed for this growing and specialized
field.
For the present, it is important that audit guides clearly estab
lish at least two basic points with respect to compliance reporting:
1.

Compliance audit work is a proper function of the inde
pendent auditor provided that his responsibility is clearly
defined and his skill (i.e., his education and experience as an
auditor) equips him for the task.

2.

The guide should clarify whether the compliance work is to
be pursued only incident to the financial audit or whether the
financial audit procedures are to be extended to cover some
specific compliance matters.

It will be difficult, at best, to distinguish every compliance item
as being either a financial compliance item or a program compli
ance item. Some matters are clearly one or the other, while others
may not be so easily classified; however, program compliance
items for which the auditor is skilled are probably less numerous
than financial compliance items. It does not seem feasible that a
general audit guide can include a comprehensive list of com
pliance items suitable for all grants or contracts. However, some
rather comprehensive but nonetheless broad instructions would
be appropriate to establish the framework in which the auditor
can and is expected to function. In those cases where the auditor’s
effort in determining compliance is incident to and a by-product
of those audit procedures primarily concerned with determining
the fairness of financial reports, his responsibility is limited to
disclosing those aspects of non-compliance which are ascertained
in the performance of such procedures. On the other hand, where
6

the auditor’s engagement specifically identifies the effort to be
expended for the direct purpose of examining compliance with
various requirements, then his responsibility is such as to require
the performance of adequate work so as to permit him to report
with regard to those aspects of compliance so examined.
Partial standardization of programs. Experience would suggest
that some degree of standardization could be achieved by a struc
turing of specific audit steps based upon the underlying charac
teristics of the program costs involved. Some examples of relevant
factors to be emphasized in the examination are identified below.
The approach suggested is essentially functional in concept and
represents steps incident to the examination of financial state
ments submitted to the grantor agency by the grantee or con
tractor. The auditor may wish to apply statistical sampling tech
niques to some of the audit procedures to provide a statistical
measurement as to the results of audit tests.

1.

Construction costs. Review contracting and procurement
practices of grantee (such as competitive vs. negotiated pro
curement, fixed price vs. cost-type contracts, bonding require
ments, and so forth), control over change orders, requirements
for inspections and certifications of completion, advances to
contractors, payments and settlements on contracts.

2.

Training and income maintenance payments. Payments made
by grantees or contractors to participants are essentially
“payroll” in nature and thus an examination would encompass
a review of eligibility, evidence of attendance/work, evidence
of disbursement, earnings records, payroll tax reports, and
so forth.

3.

Administrative or indirect expenses. In addition to an exam
ination of expense accounts, a review of the reasonableness
of the basis of distribution used is essential when the opera
tions of the grantee or contractor are funded from multiple
sources.

4.

Equipment and supplies. When program equipment and
supplies are an important factor, an examination would en
compass a review of procurement practices, receiving and
7

inspection procedures, control over inventory and disposition
of property on hand at termination of the grant or contract.
5.

Compliance with project budget. Review expenditures
and/or costs in reference to the approved project budget,
with particular reference to any requirements indicated
therein, such as “line” items vs. “total.”

Unique features of a program. The audit of any particular type
of grant or contract will generally present some distinct areas in
which the auditor is expected to perform. It is essential that the
audit program cover such matters which are unique to the particu
lar grant program to be audited.
Auditor’s opinion.

Financial audits. Present AICPA pronouncements give gen
eral guidance to CPAs, and reference to such pronouncements
may be sufficient in guides developed for many grant programs.
AICPA Statements on Auditing Procedure are suggested as refer
ence guides for the report desired, particularly the opinion.
Where the auditor’s services in a particular engagement in
clude a systems survey and/or compliance work, as well as a
financial audit, it is to be recognized that his report will deal
separately with the different services. The audit guide generally
should provide for this by an illustrative report structure or format
which clearly separates the statements, schedules, and other in
formation pertaining to the separate services. This may be
accomplished by a report comprised of separate parts for differ
ent services, or by a separate report for each service.

Systems surveys and financial compliance matters. Depending
upon the type of program or organization and other factors such
as audit of the grantee or contractor by other auditors, the federal
agency preparing the audit guide should specify its reporting
requirements in these areas, recognizing that situations may vary
from those in which the grant or contract involved is relatively
minor in terms of the total activity of the grantee (e.g., a uni
versity) to situations in which the grant or contract is the total
activity. It should be appreciated that in many of the former
situations the auditor may not deal with the specific grant or
8

contract in the audit of the total entity. Accordingly, if specific
reporting is required on a grant or contract, it should be under
stood that extended audit procedures related thereto are required.
When the grant or contract agreement requires separate reports
in these areas, the CPA’s report should describe the procedures
followed, the findings resulting from tests and, if appropriate,
suggested improvements.
As noted earlier, systems surveys and financial compliance
engagements with specific reporting requirements may be under
taken in conjunction with a financial audit or separately. When
they are undertaken in connection with a financial audit, it should
be noted that a CPA, in conducting an examination of finan
cial statements in accordance with generally accepted auditing
standards, has a responsibility to study and evaluate the system
of internal control. The purpose of the study and evaluation is to
establish a basis for reliance thereon in determining the nature,
timing, and extent of audit tests to be applied in connection with
the expression of an opinion on financial statements. Incident
to this study and evaluation, frequently a CPA submits construc
tive suggestions to management on ways in which the system of
internal control may be improved. However, to meet specific
additional reporting requirements, the auditor usually must ex
pand the scope of his financial audit.

Presented in Appendix B are examples of auditor’s opinions
under assumed circumstances. These may be adapted to various
conditions, although the final reporting responsibility rests with
the independent auditor in light of the scope of his work and the
circumstances encountered.
Exit conference. Specific guidance with respect to requirements
for the conduct of and reporting on the exit conference should
be included in the audit guide.

Discussion of Reporting on Specific Program
Compliance Matters Based on Extended
Auditing Procedures
Federal programs are developed to achieve public purposes
and objectives as expressed by statute. Such statutes may define
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extremely broad objectives, leaving the determination of specific
programs to the federal agency designated to administer the
statute. Conversely, the authorizing statute or the appropriation
providing the funds may contain very specific limitations or re
quirements with respect to eligibility of beneficiaries, maximum
benefits to participants, and other similar matters. Similarly, the
program regulations developed by the administrative agencies
concerned may vary greatly as to the specific requirements or
the lack thereof.
Certain of the specific program compliance matters can be
reported on based upon extended audit procedures. Examples
of such program compliance matters based on examination of
available documents might include the eligibility of students for
financial assistance; procurement regulations containing specific
requirements as to qualifications of bidders, such as minority
groups; and compliance with cooperative agreements to share the
costs of community services in lieu of taxes.
It is believed essential that the review of compliance with
program requirements which necessitates examination beyond
that typically identified with the audit of financial records and
related audit procedures should be separately identified in the
preparation of audit guides by federal agencies and should be
reported upon in a separate section of the audit report.
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APPENDIX A

Explanatory Discussion of Operational Auditing,
Management Auditing, and Performance Evaluation
In recent years, auditors have become increasingly aware of
the interest in the measurement of efficiency and effectiveness
with which resources are used to accomplish certain goals. The
classical approach to measurement in the accounting function and
the auditing function has been to identify the units of resources
committed in terms of their historical monetary value and to track
this value through its uses by retaining the integrity of the his
torical values, notwithstanding changes in the physical form of
the resources. The end result has been a record of resources
committed, their use and/or transformation in physical character
istics, and the residuals on hand at the end of any given period
of time.
This system works well when the objective is essentially
limited to a measurement of residual units and the tracking of the
record of resource utilization all within the latitude of certain
assumptions, e.g., constant real value of monetary units of meas
ure over time. Over the years a body of acceptable accounting
principles and methods have been developed for making such
measurements. Likewise, standards for determining the adequacy
of audit performance have also evolved.
Expansion of the measurement function beyond the determina
tion of residuals introduces the complexities of identifying,
measuring, and then evaluating the interaction between alter
natives which may be infinite in number. Simply stated, this
kind of measurement seeks to determine the optimum combination
of alternatives within the context of a predetermined manage
ment-oriented goal or set of goals. A variety of terms such as
operational auditing, management auditing, and performance
evaluation have been used to describe such efforts. For our
purpose, those terms are used interchangeably in the absence
of generally accepted definitions of each. Similarly, commonly
11

applied meanings of such terms as efficiency and effectiveness
are adequate without specific definition.
It is obvious that the basic element required in a given situa
tion is a definition of “desired results” accompanied by a measur
ing system which permits determination of accomplishments.
Accountants are accustomed to measurement in quantitative
terms. If other than quantitative results are to be measured, and
in non-quantitative terms, it is obvious that, for the most part,
standards for such a purpose are not now available to accountants
or others.
This then leads us to the logical conclusion that, given the
present state of our art (as accountants), auditors will find quan
titative measurements are the best substitute for standards in the
determination of effectiveness, where applicable. To the extent
that organizations employ physical resources and deal in physical
results, this typically presents no problem. For example, the
number of people fed, trained, placed on jobs, treated medically,
and so forth, is well within our capability. However, the appraisal
of the significance of the relative value of the training, job place
ment, or treatment requires measurements outside of the field
of accounting, although they may be within the competence of
those trained in other disciplines.
Further, the concept of effectiveness contemplates the iden
tification of other viable alternatives, if any, in the use of available
resources with a view toward determining the optimum and com
paring that to the actual case. Avoiding for the moment the
worrisome problem of technical knowledge of the “art” in the
various and diverse disciplines which may be involved, it is a
reasonable conclusion that the construction of such a model would
in many situations involve subjective considerations and con
jecture of major proportions. This problem is clearly seen in
connection with the broad statements of objectives frequently
recited by Congress in the enactment of legislation.
The measurement of effectiveness can appropriately be under
taken by accountants if the capability of quantitative description
is present. If the concept of “optimization” measurement is to be
a function of the auditor, performance standards for both the
measurement and verification processes are needed. Acceptance
of the validity of the reported results of such measurements will
necessarily be dependent upon acceptance of the validity of the
12

performance standards. Generally accepted standards for such
measurements do not now exist for the profession as a whole.
The concept of “efficiency” is very similar to that of effective
ness but may vary in the scope of the elements involved. While
“effectiveness” questions the broad directions in which resources
are employed to achieve a goal, “efficiency” would question the
immediate ways in which resources were utilized. For example,
will a pen-and-ink bookkeeper do the job of record keeping as
well as a more expensive computer?
Accountants are likely to feel more comfortable in this latter
area because it relates more to the quantitative monetary units
of prior experience and deals more with the kinds of activities
generally encountered. Here again, however, technical problems
arise. For example, could para-professional assistants in a clinic
have performed certain of the tasks usually performed by a
physician at less cost?
The measurement of efficiency also typically requires the
capability to quantify results, but such activity is more likely to
fall within the capability of the accountant so long as questions
of technical quality in disciplines outside the accounting pro
fession are not involved. However, because of the lack of stand
ards, any such engagement should be adequately defined to
assure agreement between the client and the auditor as to the
quantitative measurements to be used and their relative signifi
cance.
The purpose of this appendix has been to discuss the circum
stances in which an independent auditor may perform the opera
tional auditing, management auditing, or performance auditing
functions and hold himself and his work out to the public as being
of such quality as to meet the standards for performance gener
ally accepted as applicable for the profession of public accounting.
It should be clear that the only time this can be true is when
useful quantitative units of measure are agreed upon in advance
or are inherent in the nature of the subject of the examination.
Further, questions of “opportunity costs” or alternative uses of
resources cannot be evaluated by use of standards since no such
standards exist.
It should be equally clear that the need for determination of
“effectiveness” and “efficiency” in organizations lacking the con
venient indicator of “profits” is very real and must be satisfied.
13

There is indeed the strong indication that such determination is
needed even within the so-called profit-oriented group of organi
zations. Accountants should recognize that such work may
require the skills of other disciplines which must be brought
together to resolve the more complex problems. It is reasonable
to assume that the profession will move more rapidly in this direc
tion—an area which has been explored and, in fact, utilized by
certain federal agencies, particularly the General Accounting
Office (GAO). Until such time as standards for performance
evaluations which require nonquantitative measurements have
been established, care should be exercised to assure an under
standing of the inescapable limitations to be attributed to such
efforts.
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APPENDIX B

Illustrative Auditor's Opinions
General comments relating to illustrations. It is not feasible to
provide illustrative opinions relating to the auditor’s service in
all circumstances. Also, the nature of the opinion necessarily
may vary when the auditor is engaged to undertake financial
audits separately or in combination with systems surveys, com
pliance, and other work. When reports on internal control are
required, reference should be made to Statement on Auditing
Procedure No. 49. The illustrations of opinions which follow, no
one of which may be found wholly appropriate in a particular
set of circumstances, are provided simply to illustrate reporting
language which may be suitable for adaptation in a number of
circumstances.

Illustration A. For financial audit of grant on one or more
basic financial or cost statements:
We have examined the statement of costs of (name of entity)
for Grant No.for the period
to
Our examination was made in accordance with generally accepted
auditing standards, and accordingly included such tests of the
accounting records and such other auditing procedures as we con
sidered necessary in the circumstances. Also (name of govern
ment agency audit guide) was used as a guide in the examination.
In our opinion, the accompanying statement of grant costs
presents fairly the budgeted costs, costs claimed and cost ques
tioned for Grant No.
for the period
to
in accordance with the financial provisions of the
grant.

When the report also includes a comment and explanations of
questioned costs, an additional statement may appropriately be
added to the opinion paragraph.
15

Illustration B. Report on compliance matters observed during
financial audit, with compliance questionnaire.
This illustration assumes that the compliance questionnaire
covers matters on which the auditor is equipped by training and
experience to respond in his financial audit attest function:
(Same scope paragraph as in Illustration A)
Based on the information obtained during our examination
described above, we have answered the questions contained in
the accompanying compliance questionnaire. It should be under
stood that this examination was directed to the expression of our
opinion on the accompanying statement of costs and cannot be
relied upon to disclose all irregularities of a compliance nature.

Alternatively, where the audit guide instructions call for re
porting on significant compliance violations without use of a
prescribed questionnaire, the following may be adapted:
Based on the information obtained during our examination
described above, we have prepared the accompanying comments
on compliance matters. It should be understood ....

Illustration C. Report on related supplementary financial
information provided based on such examination:
(Scope and opinion paragraphs same as Illustration A)
The accompanying supplementary information, although not
considered necessary for a fair presentation of grant costs, is pre
sented for supplementary analysis and information purposes. It
has been subjected to the tests and other auditing procedures
applied in the examination of the statement of grant costs men
tioned above and, in our opinion, is fairly stated in all respects
material in relation to such statement taken as a whole.
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